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BellSouth Telecommunications, Inc. ("BellSouth") will
limit its Reply Comments to one issue in this proceeding:
whether external treatment should be accorded to the cost of
cable system upgrades required by local franchise

authorities.

A number of cable commenters argue that any facility
upgrade required by a local franchising authority, either
explicitly or implicitly, should qualify for external cost
treatment under the Commission's cable price cap
regulations, even if those upgrades are for the purpose of
providing non-cable services.' At least one cable operator

argues that facility upgrades merely agreed to but not

! For example, see Comments of TKR Cable Company
arguing for external treatment of "costs of voluntary
upgrade features if undertaken as part of the required
upgrade" (p.8) and the cost of expanded channel capacity to
provide "a broadband communications platform" that will
"eventually allow delivery of a fully interactive service to
all customers" (p. 13).



required by local franchising authorities should qualify for
external cost treatment.’

Such expansive and self-serving definitions of which
upgrades should qualify for external cost treatment would
undermine the efficacy of price cap regulation and lead to
anti-competitive cost shifting; and, as such, would be
contrary to the public interest goals of Congress and the
Commission.

As is more fully explained by BellSouth in an earlier
filing in this Docket,’ the Commission generally should
reject requests for external (exogenous) treatment of
capital costs of system improvements under its cable price
cap regulations. Those regulations already accomodate the
reasonable capital investment needs of most cable upgrades.
On the other hand, where specific upgrade costs associated
with providing one-way cable services are mandated by local
franchising authorities, it is appropriate to afford such

costs external treatment to the extent they would not have

been incurred otherwise and are not already reflected in the

Commission's cable price cap requlations. Indeed, BellSouth

would expect the same exogenous treatment under the

Commission's price cap regulations for telephone companies

2 See, Comments of Time Warner Entertainment Company,
L.P. at p. 11.

3 See BellSouth Comments On Petitions For
Reconsideration, filed July 21, 1993, pp. 3-8.

2



should upgrade requirements be imposed upon it by
regulators.

Notwithstanding the above, the Commission should not
allow cable operators to abuse this narrow exception by
interpreting it so broadly as to apply to upgrade costs
incurred to provide non-cable services (two-way interactive
video and telecommunications services) or those simply
agreed to by local franchising authorities. BellSouth joins
in the Comments of the Local Governments to the extent they
argue that cable operators should be prevented from seeking
to justify regulated rates above the benchmark based on
upgrades for non-cable services.! Such non-cable costs
include upgrades to provide two-way interactive services,
new personal communications and telephone services,
including the cost of related electronics (switches, file
servers, etc.) and support systems. The fact that a local
franchise authority may agree to such investment is a
legally insufficient reason for requiring cable ratepayers
to pay for it. Moreover, such services are not even subject
to the jurisdiction of local franchising authorities.

Conclusion

For the above reasons, BellSouth urges the Commission
to reject the self-serving arguments of those cable

operators who seek to use the local franchise requirement

* See Comments of the Local Government, p. 9.
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argument as a "back door” to cross-subsidize upgrades to
provide non-cable services.

Regpectfully submitted,

BELLSOUTH TELECOMMUNICATIONS, INC,

By /@ f ol

M. Robeft Sutherland
Thompson T. Rawls II

4300 Southern Bell Center
675 W. Peachtree Street, N.E.
Atlanta, Georgia 30378

404 614-45901

October 7, 1993
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